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The purpose of this paper is to provide an undedstg of the
economic forces that drive hotel real estate vaditee market and give an
insight into Swedish hotel market development.

A hotel is a real estate property that provides pailging on a short-
term basis. Hotels differ by type and by servicevmted. By type hotels
can be divided on resort hotels, luxury hotels emavention hotels. Resort
hotels are characterized by the recreation, spatttaining facilities and
extensive amenities. Luxury hotels provide a felivice with fine dining,
on-site shopping, guest services and exceptionanams. Conventional
hotels are located near convention center, hawge laumber of rooms,
ample meeting space and banquet facilities, remtésirand lounges. By
service hotels can be divided on full service, tiedi service hotels, and
extended stay or suite hotels. Full service hokelge in-house dining,
swimming pool and fitness center, meeting roomsfeae@nce centers and
good amenities. Limited service hotels have corafie room, affordable
rate, continental breakfast, and pool and fithessm; limited amenities.
Extended stay or suite hotels provide week-longy sta more, are
apartment like, have a small kitchen in each apartpaffordable rates and
limited amenities.

Hotel is not just a real estate property that piesithe hosting
services; it is also a business that includes westds, business and
conference facilities, and sport and recreatiorvises. When valuing
hotels it is sometimes hard to separate the vafueal estate with the
economic value. The value of income producing prtge is determined
by the ability to generate flow of incomes. Butdiancome depends on
the factors that are often independent from re@tessuch as the level of
service, extra services and facilities, etc. Thawhy the value of the hotel
property is the value of operational incomes frown hotel services and the
hotel building as a “complete business/product”. eihdoing hotel
property valuation the question regarding what &hdwe valued (the
property itself, or hotel business, or both) isiag. Hotels properties are
very specific in comparison to other real propettieéis hard to change the
use type of the building, for example to transfatrim to warehouse, office
or a shop. Payback period is much longer thanr aibmercial premises
have. Typical payback period for hotel investmentaround 15 years in
comparison with office buildings that have much rslrlopayback period.



(Yu, p. 360) Therefore commercial banks prefer ilegdnoney to office
building developers and use higher required ratetofn because of higher
investment risks. Normally income from rooms tkesually around 60-
70% of total incomes, additional incomes from restats 20-30% and
extra services and facilities generate 5-10% oftoi& income from hotel
property.

Valuers usually use the estimated market valsiag the tree main
approaches - the cost approach, the sales compaagaroach, and the
income approach. Valuers apply market indicatorsetiirn requirements
and other valuation parameters to produce theirmagts. Investors
estimate investment value, which includes the &ffef income taxes, the
investor's unique cost of capital, and other inmespecific conditions.

The cost approach is based on a determination ef cthst of
replacing a property, with adjustments for varidasns of depreciation
and obsolescence. The sales comparison approacpacesnthe known
sales prices of hotels that are similar to the exttbhotel. The income
capitalization approach capitalizes the anticipagachings of the property
in order to estimate its total value. In theory,thiee approaches result in
the same value estimate. In practice, howeveryéhee indicated by the
income capitalization approach most closely refldbie type of analysis
generally performed by typical buyers and sell&re results from the cost
and sales comparison approaches are generallytosegport and verify
the results of the income approach. (Rushmore)p.13

The income capitalization approach is based omptimeiple that the
value of a property is indicated by its net retwwnwhat is known as the
"present worth of future benefits." The future kfgseof income-producing
properties, such as hotels, are the net incomena®td by a forecast of
income and expense along with the anticipated pabsxé&om a future sale.
These benefits can be converted into an indicatfanarket value through
a capitalization process and discounted cash floalyais. (Rushmore, p.2).
The forecast of incomes and expenses is expressatdlation-adjusted
currency unit for each year. Adjustments are alsderfor different stages
of the current business cycle and the probabiligk$§) of receiving
incomes. The residual value reflects the anticgbaigerating results of the
property over its remaining economic life. Estirnas in Sweden are based
on five year forecast and application of an appaterdiscount rate (total
property yield).

Market penetration or the “Fair share” concept $h@lso be taken
into account when valuating hotels and estimatiegnahd. If a hotel
represents 10% of the hotel supply in the market) @ll else being equal,
it should get 10% of the demand; this is its “Bare.” If the hotel is very



competitive and it is accommodating more than #msount, then it is

“outpenetrating the market”. The historical anayshould include a
market penetration analysis to show the hotels #natdoing the best.
Revenues and expenses are to be market-orientedoitbe assumed that
the hotel is managed efficiently (not necessarilythwthe current

management).

The advantages of income approach are that thisoagip reflects
market behavior and the reliable data is readilgilaile. As stated in the
textbook entitled “Hotels and Motels: Valuationslaviarket Studies”, “Of
the three valuation approaches available to theratggy, the income
capitalization approach generally provides the mpstsuasive and
supportable conclusions when valuing a lodging litgci (Rushmore,
Baum, p.356).

Sales Comparison Approach is a method whereby ppraser
estimates value by comparing the subject to sinpifaperties which have
recently sold. Adjustments are then considered Vanous applicable
factors. Valuer should keep in mind four major astthat affect hotel
values - number of rooms, net operating incomerames daily room rate
(ADR) and occupancy. Sales comparison approachtfidsnitations for
application due to lack of recent sales data, tinmerous insupportable
adjustments that are necessary and therefore goabkte results. But at the
same time the sales comparison approach is mo#il useproviding a
range of values indicated by prior sales and foerd@ning market-derived
capitalization rates.

Cost approach is limited to apply because the ®ffEmess of
valuation is decreasing with time and depreciatainhotel building,
functional changes and external factors that atfezhotel values. Because
the cost approach does not reflect these inconag¢erklconsiderations and
requires a number of highly subjective depredadistimates, this approach
Is given minimal weight in the hotel valuation pess. However, it is
useful in establishing a benchmark for buy versuitdidecisions and for
relative pricing over time. (Rushmore, p.2) The madicators here are the
vacancy rate and the average daily rate (ADR). &aatimation should
also take into account extra incomes from restdsyaonference services,
fithness and relax facilities. The ADR should be ke&tbased, or in other
words, the existing ADR may not be the ADR the hatkould be
achieving. Historical growth should be examinedsé® the dynamics of
ADR as well as ADR at competitive hotels shouldcbasidered to see the
achieved average rate.

One more approach is to determine the hotel valyeusing
multipliers. One of the multipliers that can be dise called a room-rate



Multiplier (ADR multiplier) and is based on the amge daily rate. The
value is calculated by the following formula:

Value= ADRx Room number x ADR multiplier

For example, if multiplier equals 1000, ADR is $2&fd number of
rooms is 250, then the value is: Value = $200x2800£$50mIn. The size
of multiplier depends on the hotel class and leratiand should be
calculated separately for each location area atal type and class.

Rule of thumb method is based on the price of twmr mini-bar
item (MBI multiplier). For example if the price dhe Coca-Cola bottle
from the minibar in the same hotel is 2$, the valu# be: Value =
$2*250*MBI multiplier. The size of MBI multiplier an vary a lot
depending on hotel class and location making tlathod the less reliable.
The value should also keep in mind the developraetivity in the area
and the business cycle.

When doing final reconciliation of hotel value vatishould examine
the values from the approaches completed and detmhich approach is
the best. Judgment should be made taking into deredion the quality of
data obtained. Even if appraiser can give most ideration to one
approach or another, the final value final valueutth never be determined
as an average of the approaches used.

Hotel market in Sweden has a long history and ssfak
performance. That is why it is interesting to cdesiSwedish experience
in hotel industry. Stockholm hotels primarily sesvee domestic market, in
terms of both leisure and corporate demand, whiakes the improvement
in the domestic economy an encouraging sign foelld#mand. (Balekjian,
Sarheim, p.1) The main international source marketsStockholm are
Germany, the UK and the USA. Additionally, visitati from emerging
economies, such as Russia and China, has showiicsigh growth in
recent years Stockholm’s demand is primarily bussrariented,
accounting for more than 60% of total overnightshia capital. (Balekjian,
Sarheim, p.2) Stockholm is both a business andurkeiglestination;
however, its seasonality patterns are still quitenpunced based on the
winter season with January and December beingwbeqtietest months.
(Balekjian, Sarheim, p.4) Chart 1 describes sedi$pmd hotel industry in
Sweden. Stockholm experience the long-term posittygamics in
volumes of night spend as well as in accommodaterenue, that is shown
in Chart 2.
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Chart 1. Total volumes/nights spent (in thousamasipth by month
at hotels, holiday villages, youth hostels, campsiigs and commercially
arranged rentals in private cottages and apartmei®®eden
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Chart 2. Index for development of accommodativeneie (current
prices) and volumes/nights spent at hotels, holdiéages and youth
hostels in Sweden.

According to a report produced by the StockholmiBess Region
Development agency, there are 136 hotels in Stdoklaxcounting for
more than 16,800 rooms. The city’s hotel room sypplers all categories,
with the majority being branded by groups such eanflic, Rezidor and
Choice. Currently, the city’s room supply is domeadh by the four-star
category, accounting for nearly half of total romupply. (Balekjian,



Sarheim, p.6) Table 1 illustrates the confirmedifetoranded hotel supply
in Stockholm over the next few years.

Table 1. New Supply — Stockholm, Sweden

Property Category Number | Opening Location
of rooms| date

Radisson Blu 4-star 418 2011 | Waterfront
Waterfront Hotel Congress Centreg
Scandic Grand central 4-star 397 2011 Vasagatan
Scandic Victoria 4-star 300 2011 | Kista Science
Tower City
Clarion Hotel Arlanda| 3-star 414 2012 | Arlanda Airport
Airport
Quality Hotel Solna 3-star 380 2012 Solna
Omena Stockholm 2-star 200 2013 Torsgatan
Total 2109

Source: HVS Research

The split between real estate and operating busihesame more
common for hotels in recent years, as the marlsgm@sd specific roles to
investors (i.e., landlords), end-users (i.e., hograting companies) and
developers (e.g., resort developers that inclutdetal in the development
mix).

In the conclusion it is important to underline tatuation of hotel
property requires understanding of the economice®that drive hotel real
estate value in the market. Hotel is not just d esdate property that
provides the hosting services, but also a busin®dwen valuing hotels
values should estimate value of real estate togethin the economic
value.

Sweden and particularly Stockholm hotel market eepee positive
dynamics during recent years. Belarus and othentdes should consider
the experience of Sweden when creating necessanditoms for
successful development of hotel market. This ingpkeveral measures.
First of all, renovation and certification of exmg hotels. Second,
integration into international and online bookirygtems. Third, creation of
market information system that is transparent doeifyn investors.
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